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TI TLE 26--1 NTERNAL REVENUE
( CONTI NUED)
COVPUTATI ON OF TAXABLE | NCOME- - Tabl e of Contents
Sec. 1.105-1 Anounts attributable to enployer contributions.

(a) In general. Under section 105(a), amounts received by an
enpl oyee through accident or health insurance for personal injuries or
si ckness nmust be included in his gross incone to the extent that such
amounts (1) are attributable to contributions of the enployer which were
not includible in the gross incone of the enployee, or (2) are paid by
t he enpl oyer, unless such anounts are excluded therefrom under section
105(b), (c), or (d). For purposes of this section, the term ~anounts
recei ved by an enpl oyee through an accident or health plan'' refers to
any anounts received through accident or health insurance, and also to
any anounts whi ch, under section 105(e), are treated as being so
received. See Sec. 1.105-5. In deternmning the extent to which amunts
recei ved for personal injuries or sickness by an enpl oyee through an
accident or health plan are subject to the provisions of section 105(a),
rat her than section 104(a)(3), the provisions of paragraphs (b), (c),
(d), and (e) of this section shall apply. A self-enployed individual is
not an enpl oyee for purposes of section 105 and Secs. 1.105-1 through
1.105-5. See paragraph (g) of Sec. 1.72-15. Thus, such an individua
will not be treated as an enployee with respect to benefits described in
section 105 received froma plan in which he participates as an enpl oyee
within the meaning of section 401(c)(1) at the tinme he, his spouse, or
any of his dependents becones entitled to receive such benefits.

(b) Noncontributory plans. Al amunts received by enpl oyees through
an accident or health plan which is financed solely by their enployer,
ei ther by payment of premni uns
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on an acci dent or health insurance policy (whether on a group or

i ndi vi dual basis), by contributions to a fund which pays accident or
heal th benefits, or by direct paynment of the benefits under the plan,
are subject to the provisions of section 105(a), except to the extent
that they are excludabl e under section 105(b), (c), or (d). This rule
may be illustrated by the foll ow ng exanples:

Exanple (1). Enployer A maintains a plan for his enpl oyees which
provides that he will continue to pay regular wages to enpl oyees who are
absent fromwork due to sickness or personal injuries. Enployees nmake no
contributions to the plan and all benefits are paid by the enployer.
Amount s received by enpl oyees under the plan are subject to section
105(a), and must be included in gross incone unless excluded therefrom
under section 105(b), (c), or (d).



Exanpl e (2). Pursuant to a State nonoccupational disability benefits
| aw, enpl oyer B maintains an accident and health plan for his enployees.
Al t hough under the State law B is authorized to withhold fromhis
enpl oyees' wages a specified anount for enployee contributions to the
State fund, in actual practice B does not so withhold and nmakes al
contributions out of his own funds. Al anpbunts received by B's
enpl oyees fromthe State fund are subject to section 105(a), and nust be
i ncluded in gross income unless excluded therefromunder section 105
(b), (c), or (d).

(c) Contributory plans. (1) In the case of ampunts received by an
enpl oyee through an accident or health plan which is financed partially
by his employer and partially by contributions of the enpl oyee, section
105(a) applies to the extent that such anpunts are attributable to
contributions of the enployer which were not includible in the
enpl oyee's gross income. The portion of such ampunts which is
attributable to such contributions of the enployer shall be determ ned
i n accordance with paragraph (d) of this section in the case of an
i nsured plan, or paragraph (e) of this section in the case of a
noni nsured plan. As used in this section, the phrase " “contributions of
the empl oyer'' means enpl oyer contributions which were not includible in
the gross incone of the enpl oyee. See section 106 for the exclusion from
an enpl oyee's gross i ncome of enployer contributions to accident or
heal t h pl ans.

(2) A separate determ nation of the portion of the ampbunts received
under the accident or health plan which is attributable to the
contributions of the enployer shall be nmade with respect to each cl ass
of enployees in any case where the plan provides that sone cl asses of
covered enpl oyees contribute but others do not, or that the enployer
will make different contributions for different classes of enployees, or
that different classes of enployees will make different contributions,
and where in any such case both the contributions of the enployer on
account of each such class of enployees and the contributions of such
cl ass of enployees can be ascertained. For exanple, if enployees
contribute during the first year of enployment but not thereafter, there
will have to be a separate determnation for first year enployees,
provi ded that the anpunt of the contributions of the enployer on account
of first-year enpl oyees and the contributions of such first-year
enpl oyees can be ascertained for the required periods to apply the rules
of paragraph (d) or (e) of this section. If in such a case the
contributions of the enployer to the plan on account of first-year
enpl oyees are not distinguishable fromhis other contributions to the
pl an, then the determ nation shall be nade for all enpl oyees under the
pl an, and such determ nation shall be used by all enployees under the
pl an.

(3) Except as provided in paragraph (c)(2) of Sec. 1.72-15, if the
pl an provi des accident or health benefits as well as other benefits for
t he enpl oyees, and if the respective contributions made by the enpl oyer
and the enpl oyees to provide the accident or health benefits cannot be
ascertai ned, the determ nation of the portion of the accident or health
benefits received under such plan which is attributable to the
contributions of the enployer shall be nade in accordance with the rules
of paragraph (d) or (e) of this section on the basis of the
contributions of the enployer and of the enployees to the entire plan

(4) A deternmination of the portion attributable to the contributions
of the enployer, once nade in accordance with the rules of this section
shal | as
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to such portion be used for all purposes. For example, if an enployee
recei ves anounts under a wage continuation plan during the nonth of
January and term nates his services during February, the portion of such
anounts which is attributable to the contributions of the enpl oyer may
be determined in order to provide the enployee with such information at
the tine he is provided his Form W2. The determi nation nade for such
purpose will also be used by the enployee to report his income for his
t axabl e year in which such amobunts are received, w thout regard to the
experience under the plan for the rest of the year

(d) Insured plans--(1) Individual policies. If an amunt is received
froman insurance conpany by an enpl oyee under an individual policy of
accident or health insurance purchased by contributions of the enployer
and the enpl oyee, the portion of the anpunt received which is
attributable to the enployer's contributions shall be an anpunt which
bears the sanme ratio to the amobunt received as the portion of the
prem uns paid by the enployer for the current policy year bears to the
total premuns paid by the enpl oyer and the enployee for that year. This
rule may be illustrated by the foll ow ng exanpl e:

Exanpl e. Enpl oyer A maintains a plan whereby he pays two-thirds of
t he annual pren um cost on individual policies of accident and health
i nsurance for his enployees. The renmi nder of each enployee's premumis
paid by a payroll deduction fromthe wages of the enployee. The annua
prem um for enployee X is $24, of which $16 is paid by the enployer.
Thus, 16/24 or two-thirds of all amounts received by X under such
i nsurance policy are attributable to the contributions of the enployer
and are subject to section 105(a), and the remaining one-third of such
amounts is excludable from X' s gross inconme under section 104(a)(3).

(2) Group policies. If the accident or health coverage is provided
under or is a part of a group insurance policy purchased by
contributions of the enployer and of the enployees, and the net prem uns
for such coverage for a period of at |east three policy years are known
at the beginning of the cal endar year, the portion of any anmpunt
recei ved by an enployee which is attributable to the contributions of
t he enpl oyer for such coverage shall be an amount which bears the sane
ratio to the anmount received as the portion of the net prem uns
contributed by the enployer for the last three policy years which are
known at the begi nning of the cal endar year, bears to the total of the
net prem uns contributed by the enployer and all enpl oyees for such
policy years. |If the net prem uns for such coverage for a period of at
| east three policy years are not known at the begi nning of the cal endar
year but are known for at |east one policy year, such determ nation
shall be made by using the net premuns for such coverage which are
known at the beginning of the calendar year. If the net prem uns for
such coverage are not known at the beginning of the cal endar year for
even one policy year, such determ nation shall be made by using either
(i) a reasonable estimate of the net premunms for the first policy year
or (ii) if the net premuns for a policy year are ascertained during the
cal endar year, by using such net prem uns. These rules nmay be
illustrated by the followi ng exanple:

Exampl e. An enpl oyer maintains a plan under which a portion of the
cost of a group policy of accident and health insurance for his



enpl oyees is paid through payroll deductions from wages of the

enpl oyees. The remai nder of the cost is borne by the enployer. The
policy year begins on Novenber 1 and ends on Cctober 31. The net prem um
for the policy year ended October 31, 1954, is not known on January 1
1955, because certain retroactive prem um adjustments, such as dividends
and credits, are not determ nable until after January 1. Therefore, for
purposes of this conputation the last three policy years are the policy
years ended October 31, 1951, 1952, and 1953. The net premum for the
policy year ended October 31, 1953, was $8,000, of which the enpl oyer
contributed $3,000; the net premiumfor the policy year ended Cctober

31, 1952, was $9, 000, of which the enployer contributed $3,500; and the
net prem um for the policy year ended Cctober 31, 1951, was $7, 000, of
whi ch the enployer contributed $1,500. The portion of any anount

recei ved under the policy by an enployee at any tinme during 1955 which
is attributable to the contributions of the enployer is to be determ ned
by using the ratio of $8,000 ($3,000 plus $3,500 plus $1,500) to $24, 000
($8, 000 plus $9,000 plus $7,000. Thus, $8,000 <divide> $24,000 or one-
third, of the ampunts received by an enployee at any tinme during
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1955 is attributable to contributions of the enployer

(e) Noninsured plans. If the accident or health benefits are a part
of a noninsured plan to which the enployer and the enpl oyees contri bute,
and such plan has been in effect for at | east three years before the
begi nni ng of the cal endar year, the portion of the amount received which
is attributable to the enployer's contributions shall be an anpunt which
bears the sanme ratio to the anount received as the contributions of the
enpl oyer for the period of three cal endar years next preceding the year
of receipt bear to the total contributions of the enployer and all the
enpl oyees for such period. If, at the beginning of the cal endar year of
recei pt, such plan has not been in effect for three years but has been
in effect for at |east one year, such determ nation shall be based upon
the contributions nade during the 1-year or 2-year period during which
the plan has been in effect. If such plan has not been in effect for one
full year at the beginning of the cal endar year of receipt, such
determinati on may be based upon the portion of the year of receipt
preceding the time when the determ nation is made, or such determ nation
may be made periodically (such as nonthly or quarterly) and used
t hroughout the succeedi ng period. For exanple, if an enployee tern nates
his services on April 15, 1955, and 1955 is the first year the plan has
been in effect, such determ nati on may be based upon the contributions
of the enployer and the enpl oyees during the period beginning with
January 1 and ending with April 15, or during the nonth of Mrch, or
during the quarter consisting of January, February, and March

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as amended by T.D. 6722, 29 FR
5071, Apr. 14, 1964]



